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			Preface 

			 

			 

			I have been thinking of writing a book on the stock market for a long time. The problem was that I didn’t want to reproduce what had already been done.

			Why write another book on the stock market? How can I add my point of view when countless books have been written on the subject? And more important, how do you add value to all that has already been said? This is where an idea came to me. Why not marry my two passions in the same book: the stock market and tennis?

			In fact, the two fields have many similarities, starting with the importance of psychology. Tennis, my second great passion, would therefore serve as an analogy to present several concepts of my first passion, stock market investing.

			This book is a collection of ideas that have marked me over the years, from my readings and my development as a tennis player and investor. My goal is also to build upon the message conveyed by La Bourse Ou La Vie, the book which my father wrote and in which I participated. While La Bourse Ou La Vie is, in my opinion, an excellent starting point for “value” investors, I want to go further and approach several other topics relating to the stock market from a different angle.

			For example, I believe that investors are particularly influenced by psychological factors. The many biases that lead them to make mistakes in their investment decisions were discussed in La Bourse Ou La Vie, but I would like to elaborate on them. The subject is particularly relevant when talking about tennis, a sport where the “mind” plays a crucial role.

			I have accumulated a certain amount of experience after 30 years in the world of finance and the stock market. Writing my own book is a goal that I set for myself a few years ago. My dad did it twice and I would like to follow in his footsteps! I would add a personal and somewhat selfish reason: writing is for me the best way to really grasp a subject. It is also an activity that I love … reading and writing.

			As for tennis, I have been seriously enjoying it for decades. I started playing at the age of seven and participated in international level competitions in the junior ranks, having the chance to cross swords with players who later became top professionals: Goran Ivanisevic, Jim Courier, Fabrice Santoro, Richard Krajicek and many others. Subsequently, I went to an American university on a tennis scholarship. Thirty years later, I got back into competition seriously, taking part in several national and international “seniors” tournaments. Tennis has always been part of my life and I hope I can keep competing for a long time. It has also been the Le Blanc family sport for over 50 years.

			But there are many aspects of stock-market investing that I enjoy, and most of them, it turns out, apply to tennis: both fields are very competitive and those who are successful over the long term in one or the other have developed ways of doing things that work (both are “meritocracies”); both are constantly evolving, and anyone who wants to succeed at them must constantly learn and adjust. Finally, one can indulge in these activities for a lifetime, both are exciting – especially when you win! But what interests me the most is making connections between the two worlds, as well as many others, and the fun associated with the learning process.

			As Josh Waitzkin wrote in his book The Art of Learning: An Inner Journey to Optimal Performance: “In my experience, successful people shoot for the stars, put their hearts on the line in every battle, and ultimately discover that the lessons learned from the pursuit of excellence mean much more than the immediate trophies and glory.”

			Through this book, I would like to share with investors my journey, on the courts and in the stock market, as well as share my experience and my knowledge and thus help them make better decisions. I will also confess to several mistakes that I have made over time in the hope that you do not repeat them. The world of investment has brought me a lot during my career; writing this book is my humble way of giving back to investors.

			My goal is to relay it all to you in a simplified form, from my perspective as an investor and portfolio manager. As the philosopher Alfred North Whitehead said, “Everything that matters has already been said”. You still need to have read and assimilated it... Articulating your thoughts well in a book is a great challenge, but it is certainly the best way to learn. Where possible, I will use tennis to do so.

			I have been writing for many years, having been editor of the COTE 100 Financial Newsletter since 2000. I have also been writing for lesaffaires.com since 2012 where I will soon have signed more than 450 blogs on the stock market and investment. This book is a continuation of these endeavors, a synthesis of what I have written in the past to help people invest better. I hope I will have many more things about investing to share with you in 25 years! Because as Charlie Munger says so well: “The acquisition of wisdom is a moral duty. … It requires that you’re hooked on lifetime learning.”

			Finally, I have had the good fortune to know many investors over the years, whether through the COTE 100 Financial Newsletter, published since 1988 for self-directed investors, or the many investors who have entrusted us with the management of all or part of their retirement fund. One of the objectives of this book is to allow them to better understand how we invest and the various considerations that lead to our decisions (sometimes profitable, sometimes less!)

			In spite of myself, I fell into the cauldron of finance at a young age. I have little merit, as the path was largely blazed by my father, Guy. He founded COTE 100, our portfolio management firm, in 1988 after a successful career in his own father’s aviation business. He also developed the COTE 100 System, which remains the basis of our investment decisions today.

			From my beginnings in the company, in 1992, one of the great attractions of the stock market has been its ever-changing character and its great diversity. One day, it is the economic data that makes the market jump by 1%; the next day, the results of a large company in the retail sector send stocks in the sector plummeting; two days later, a rate hike by the U.S. Federal Reserve rocks the markets. In the stock market, two days are rarely alike. In that way, the stock market is like tennis: each match is unique.

			Quickly, I realized that it is not the daily fluctuations of the markets that interest me, but the analysis of companies. In North America alone, there are thousands of companies in the stock markets whose information is accessible to everyone. And the investment opportunities are of an incredible variety, in sectors as diverse as biotechnology, steel, technology or gold mining. We can also invest in the biggest “blue chips” on the planet, the Walmarts and Royal Banks, or in very small companies which have not yet shown any revenues, but which have developed a product whose potential can be enormous. For a curious person who likes to learn, the stock market is a fascinating field.

			I also love the fact that the stock market is a hypercompetitive environment. Competitive tennis has instilled in me the desire to win, and the stock market allows me to compete every day.

			I admit it: I have never subscribed to the slogan that “the important thing is to participate” that is constantly hammered into the heads of our children. It may be noble, but my personal philosophy is different: you must play to win. Only a competitive spirit allows you to surpass yourself and constantly push your limits. This quote from Martina Navratilova, one of tennis’s greatest champions, illustrates well my way of seeing things: “Whoever said, ’It’s not whether you win or lose that counts,’ probably lost.”

			Many will retort that “the important thing is to have fun”. I completely agree: nothing makes it possible to have fun, to develop and to surpass oneself more than competition, than a hard-fought tennis match. Especially if you have won!

			That said, the love of competition must come with the acceptance of defeat. A true competitor hates to lose. Roger Federer hates defeat. He accepts it, however, and uses it to identify aspects of his game or his strategy to improve and which will allow him to win the next time. I see investing the same way.

			Succeeding in the stock market takes a lot of hard work, but it’s still a lot less demanding than starting and running your own business. Have you ever thought about the number of hours of work that the founders of the small chain of convenience stores from the 1980s that has now become Couche-Tard had to devote? The stock market investor has been able to surf for more than 30 years on the success of these exceptional entrepreneurs and achieve remarkable returns by sitting quietly in his living room!

			Finally, the practice of my profession allows me to help investors to become wealthy in the long term, to enjoy the retirement for which they have worked all their life. Is there a more rewarding job?

			Money is not an end in itself. But while a comfortable retirement fund doesn’t guarantee happiness, it does make it much easier. As Yvon Deschamps said, “Better to be rich and healthy than poor and sick.” Achieving one’s financial goals provides the freedom to do what matters and what one loves the most.

			The stock market allows me to help many investors reach their financial goals, while my own job is mostly to read, think and write. For a reading enthusiast, it’s hard to find better.

			I am convinced of one thing: the stock market is very profitable in the long term. Investors who adopt basic rules should be able to enrich themselves considerably. We’ve all heard this joke before: “Do you know how to make a small fortune in the stock market? It’s simple, just start with a large one!” Nothing could be further from the truth. Many examples of investors demonstrate that the stock market, when invested properly, is a formidable wealth creation machine.

			In this book, I hope to be able to reveal to you many of the arrows that I have added to my quiver as an investor over the years. I also hope to share with you my passion for this field which, far from being dominated by numbers and reason, is much more a mirror of human nature. Curiously, tennis represents for me the same amalgam of probability and psychology.

			I am incredibly lucky to be able to work in a field that I am passionate about. In the stock market as in tennis, or any other area that is close to our hearts, we must nurture this passion by offering it everything we have to reach our full potential.

			In addition, you will find in this book several “asides”, anecdotes, or blogs that I have written that are somewhat outside the scope of the book, but which I hope will add a different perspective to its theme while lightening it up. Here is one:
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			The Portfolio Manager Against the Chimpanzee!

			In 2009, I received a call from a researcher from the television show Infoman, this very popular Quebec-based parody of current affairs hosted by Jean-René Dufort. The team wanted a portfolio manager to choose 20 stocks from the Canadian TSX index that he thought would perform best during Infoman’s three-month broadcast season.

			This manager (me) would then be compared to a chimpanzee (Jean-René Dufort!) who would have selected 20 stocks from the market by throwing darts at a board. Such a competition was based on the one that the Wall Street Journal did each year in its pages. Given the strong element of luck involved in a contest of this kind and the strong possibility of being ridiculed by Infoman if the chimpanzee won, I imagine that the researcher had already approached most of the portfolio managers of the large Montréal financial management community and that all of them had systematically refused to participate in such a risky contest.

			I was still ready to lend myself to the game, knowing very well that it was just a game and that over such a short period of time, the results would not mean much. Unfortunately for viewer interest and for the Infoman Show, the companies I picked performed relatively well over the ensuing months, blithely outperforming the chimp’s picks... When the time came to conclude the contest at the end of the season, we barely talked about the fact that my choices had done better... In this situation, I had played a game where “if it’s tails, I win very little; if it’s heads, I lose a lot!”.
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			COTE 100, a Canvas

			COTE 100 is a family business. I owe a big thank you to the employees and to my associates, my brother Sébastien and Marc L’Écuyer. Sébastien joined COTE 100 in 1997 after a few years on the professional tennis circuit. He replaced me as president of the company in 2019 to allow me to focus my efforts on stock market investing. Marc has been with us since 2003. He has a remarkable investment mind. I believe that we three form a “winning” team! During all these years, we have been able to count on exceptional employees and an unparalleled team spirit.

			I realize that sportsmanship has influenced our hiring decisions at COTE 100. Both of my associates have been serious sports competitors. Sébastien was a tennis professional for four years. He has enjoyed great success in doubles with his partner, Sébastien Lareau. In singles, he beat Tim Henman, who was ranked fourth in the world. Marc L’Écuyer was a national level water polo player.

			I truly believe that the services we provide to our clients make a difference to their financial health. The team members are aware of this, and all contribute in their own way. Thanks to the whole team!

			Thanks also to my parents. To my father who instilled in me the love of competition and surpassing oneself. And who left us not only an extraordinary company, but a rigorous investment philosophy and values of integrity. To my mother who always had the greatest confidence in me. My brother and I definitely won the ovarian lottery!

			Thank you to my spouse of over 25 years, Julie, who is always there to listen and consistently offer her wise advice. But in addition to being rational, Julie is gifted with remarkable emotional intelligence. Thank you to our children for whom we will always be there. Between the three partners of COTE 100, we have no fewer than 12 beautiful children! I dare to hope that some of them will want to take over our business. This book is also for them.

			Finally, a big thank you to all the investors who have placed their trust in us over the years, either by subscribing to the COTE 100 Financial Newsletter or by entrusting us with part or all of their retirement funds so that we can ensure their management.

			This book is for all of you! Good investments and good game!

			 

			 

			Philippe Le Blanc
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			Introduction

			Three Facets of a Triangle

			To reach his full potential, a tennis player must develop three facets of his game: 

			1.The technical and physical aspect; 

			2.The strategic/tactical component; 

			3.The psychological component.

			Not only must he develop each of these, but he must develop them in parallel, so that each is strong enough to support the other two. Thus, a player who has developed excellent technique and excellent physical abilities while mastering the strategy of the sport very well will probably not succeed in the long term if the psychological aspect of his game is underdeveloped. The weakness of one of the three components sooner or later risks undermining the performance of the athlete. I see these three aspects as an equilateral triangle.

			This triangle is strong as long as each of its sides is as strong as the other two. Each of them reinforces the integrity of the whole.

			I see the work of an investor in the same way. I have therefore divided the book into three main sections, three areas that a good investor must master, and I will describe them by evoking three facets of an equilateral triangle:

			[image: ]

			The first side is that of investment strategy. This component is made up of the knowledge and mental models needed to fully understand the various concepts of long-term investing. To this aspect, I would add the need to always learn and to continue to improve one’s knowledge.

			The second side is that of fundamental analysis. It is about the decisions an investor must make when dealing with a security: buy it, hold it or sell it. It also touches on the important elements of building a portfolio.

			The third side concerns the psychology of investing. Financial knowledge and background are of little value if an investor cannot control his emotions and live with the emotional roller coaster of the stock market.

			I wrote this book with the intention of making it a timeless reference tool for the reader. Each part can be read separately. For this reason, it is possible that some important messages reappear in various parts.

			Some of you may notice that I have often used texts I wrote for investors over the past few years. In some cases, these texts have been integrated and adapted for the needs of the book.

		

	
		
			SECTION
1

			INVESTMENT STRATEGY
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			Understand

			CHAPTER 1

			Before You Run, You Have to Know How to Walk

			The stock market is a vast world. It can also be very complex…or very simple, depending on how you approach it and how you invest. Personally, I find it quite simple. The recipe has been successfully demonstrated by many investors in the past: buy a small number of quality companies at a reasonable price and keep them for years.

			But simple does not mean easy. Although the recipe is simple, it is difficult to master. It requires qualities that few investors manage to conquer year after year. For me, these qualities could be summed up as follows: patience, perseverance, discipline, rigor, humility, independence of spirit and optimism. By the way, these qualities are also essential for a tennis player who aims to reach his full potential. In this section, I present several elements that investors should incorporate into their investment approach.

			Two Ways of Understanding Reality

			As soon as I made my debut in the world of tennis tournaments, around the age of ten, my father developed a system that he began to use to annotate my matches. I believe the main reason behind this habit is that it kept him calm. God knows it’s not always easy for a parent to stay zen while their child is competing!

			But staying calm during a match is not the only reason to annotate a tennis match. I know from experience that two people watching the same match will often have a very different impression of how it went. What were the decisive points of the match? Did a player make a lot of mistakes, or hit more winners? What was his first serve percentage? How many winning serves has he made? Double faults? These are statistics that my father compiled during my matches, and which gave a more precise idea of what had happened on the court. In many areas, I believe that too many people rely on their impressions rather than relying on statistics that cannot lie. This is the whole question of the subjective perception of reality.

			I follow my father’s example when I watch my son play his matches. Another good reason to annotate a match is to be able to assess its quality regardless of the score. It is too easy to believe that you had a good match when you just won it. Or to believe that you played badly when you lost.

			And yet! Not too long ago my son came off the court after losing 0-6, 2-6. With such a score, he was naturally disappointed with his match. But the statistics I had collected clearly showed that he had played a good game. His opponent had simply played even better, registering a particularly high win-error ratio.

			The lesson I draw from this is that there are two ways of grasping reality: by what is measurable and by what cannot be measured. Of course, some more experienced people will probably be able to put their finger on what really happened during a match without having to collect statistics. However, I believe that they are the exception and that relying on one’s impressions is dangerous. A systematic method that leaves little to intuition should, on the whole, lead to better decisions. Yes, the brain is simply too impressionable to be reliable.

			You may have seen the movie Moneyball, with Brad Pitt. Although the movie was very good, I recommend instead the book Moneyball: The Art of Winning an Unfair Game, by Michael Lewis. In this book, the author suggests that the right way to think about baseball is to rely on measurable facts, sports statistics. Evaluating a player and building a team based solely on certain key performance statistics ran directly counter to the way baseball clubs have historically: the general impressions of coaches and recruiters.

			The Apgar test is another powerful example of an objective, if somewhat imprecise, measurement that instructs people not to trust their impressions. Most parents are familiar with this test. It was invented in 1952 by Virginia Apgar, an anesthetist, to quickly measure the health of newborns. It determines a score between zero and two points for each of the following five criteria: skin color, pulse, muscle tone, reflexes, and quality of breathing. The total points give a score out of 10. The test is usually carried out at one minute and five minutes after birth.

			Despite its simplicity, the Apgar test has helped to significantly improve obstetric success. According to Atul Gawande, general surgeon, and author of several books on medicine, “The Apgar score changed everything. It was practical and easy to calculate, and it gave clinicians at the bedside immediate feedback on how effective their care was. In the rest of medicine, we are used to measuring dozens of specific things: blood counts, electrolyte levels, heart rates, viral titles. But we have no routine measure that puts the data together to grade how the patient as a whole is faring. We only have an impression of how we are performing – and sometimes not even that.”

			At the same time, by reading the book Daring to Succeed, by Guy Gendron, which retraces the many steps that led to the resounding successes of Alain Bouchard and of Alimentation Couche-Tard, the company he founded, I learned that Mr. Bouchard had developed a mathematical model early in his career that allowed him to assess the attractiveness of a geographic location in order to set up a new convenience store.

			This model measured, among other things, the number of cars driving by the site each day, as well as the number of residents near the site, the demographics of the surrounding population, etc. This kind of decision, where a host of variables must be weighed, lends itself very well to a mathematical model and should not be left to intuition alone.

			That said, I believe that you should not rely solely on numbers and statistics to understand a situation and make decisions. As in most situations, a happy mixture of rationality and intuition is ideal. We cannot and do not want to analyze every situation as a computer would. We must leave room for flexibility, our ability to interpret, and innovation. But should we really rely solely on our intuition?

			In investing, I firmly believe that each investor must create his own methodology, a system that meets the criteria that seem most important to him. Such a system will allow him to filter the securities on the market to retain only those that meet these criteria. But once this first step has been taken, he can very well use his experience and his intuition to identify the stocks in which he will invest.

			The COTE 100 Method

			This is precisely what the COTE 100 System does for us. It allows us to filter the North American stock market, which counts more than 5,000 companies, to extract only those that meet our fundamental criteria: a solid balance sheet, a good track record of growth and profitability, and a reasonable valuation. Typically, this selection leaves us roughly 200 companies. Once the process is complete, we proceed to further analysis, focusing on the qualitative aspects of the companies. For example, we assess the long-term attractiveness of the industry, the quality of the management team, the robustness of the business model, etc. In short, this is a happy balance between the quantitative (the COTE 100 System) and experience or intuition.

			This way of marrying the quantitative with the qualitative is perfectly in line with the annotation system that my father had developed when I started on the tennis courts: reliable data, game statistics that don’t lie, paired with impressions concerning the adopted strategy, attitude, etc. His annotation system is in a way the ancestor of what was to become the very basis of the system he would use in investments from the beginning of his business, the COTE 100 System.

			There is another significant advantage to using an efficient system. Human nature is such that we tend to remember our good moves and forget the bad ones. If you’re used to talking to other investors, notice how they tend to talk only about their best investments, glossing over their mistakes.

			As far as tennis is concerned, I seem to have forgotten most of my losses, whereas I have a clear memory of almost all my victories! Memory is very selective… well, mine certainly is!

			By taking notes during tennis matches, we can counter this tendency by going back to study the mistakes we made in lost matches, mistakes that would otherwise have been erased from our memory.

			As we will see later, it is just as essential for investors to leave as many paper trails as possible, to document the process that led to their investment decisions. Otherwise, they risk remembering only their good decisions.

		

	
		
			CHAPTER 2

			Learn to Lose

			The life of a competitive tennis player is filled with defeats.

			See for yourself. At the end of 2021, Vasek Pospisil was the third-ranked Canadian tennis player and 133rd in the ATP international ranking. In 2021, a good year for Vasek, his record was 8 wins and 16 losses (8-16). The year 2020 was also a good year for him, with a 16-10 record. But if we look at his record since his debut on the professional tennis scene in 2007, we see that he has played a total of 297 singles matches and his record is 129 wins against 168 losses. He therefore won almost 43% of his matches and lost 57%.

			If you play a competitive sport, you had better learn how to lose.

			At the conclusion of a tennis tournament, typically featuring a draw of 64 players, there is only one winner; the other 63 are all losers! Thirty-two of them will return empty-handed, that is to say that their tournament week will have ended in one defeat and no victory… It often happens that a player does not win a match for several consecutive weeks. For example, starting on May 20, 2018, when he lost in the finals in South Korea, Vasek lost four consecutive first-round matches before finally winning a match the following July 16. So that means he was without a win for eight weeks – it must not have been easy for morale!

			Sport teaches the athlete to lose, to recover from defeat and to start over. In fact, I’ve always believed that a tennis match is kind of like life in fast forward, with its ups, downs, emotions, stress, changing conditions, opponent, strategy, etc. Here is what Andre Agassi, an idol of my youth, says about the sport: “Tennis uses the language of life. Advantage, service, fault, break, love – the basic elements of tennis are those of everyday existence, because every match is a life in miniature.”

			Most importantly, sport instills in the athlete, the importance of admitting mistakes, identifying weaknesses, and learning from them.

			Only in this way can we learn and improve. The same process should guide the actions of the investor, because like the tennis player, his path will be littered with defeats and poor decisions. He will also experience slumps where nothing seems to be working and where the returns on his portfolio will be disappointing.

			I have had my fair share of failures in the stock market since I started investing. As in tennis, defeat is an integral part of any investor’s journey. My errors were numerous, both errors of commission (securities that I bought and that I should not have bought) and of omission (securities that I chose not to buy and that I should have bought; I am thinking in particular of Apple and Amazon.)
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			An Error of Omission – Amazon

			Extract from the 2021 first quarter report distributed to our private wealth management clients. 

			In the stock market, an investor can make two types of errors: errors of commission, i.e., the purchase of the wrong securities, and errors of omission, i.e., not having purchased certain securities which proved to be great successes in subsequent years.

			We’ve made our share of both types of errors over the years, including several errors of commission that we’ve shared with you. However, we rarely told you about the errors of omission of which we were guilty. Here is one.

			We’ve made a costly mistake over the past few years, initially ignoring, and then choosing not to invest in Amazon’s stock. However, with hindsight, the company had many of the characteristics we look for: a large market with strong growth potential to conquer, simple and understandable operations, high barriers to entry (thanks to the network effect, economies of scale and a recognized brand name), excellent financial health and a highly talented management team, most of whom were shareholders, who truly thought long term.

			The prioritization of the “long-term” at the expense of short-term profitability led us to make the mistake of judging Amazon’s stock to be too expensive. Even today (at the end of 2021), the stock is trading at 68.0 times next year’s expected earnings. Is it expensive? Clearly, this simplistic reasoning has served us poorly since 1997 when Amazon’s stock returned almost 2,100% over the period. Anyone who invested $5,000 in Amazon’s stock in June 1997 would now have the tidy sum of nearly $10.5 million. If you ever find that we lack humility in our communications with you, please call us to order by pointing to the Amazon stock.

			[image: ]

			 

			The Competition

			The word competition comes from the Latin terms “cum” and “petere” which mean “to aim together.”

			I like to win and I hate to lose. But when we look at the roots of the term competition, we realize that, much more than winning, competition drives us to improve. Nothing allows us to push our limits like a competitive situation, whether in sports, in business or in investment. In such cases, our “adversaries” push us to raise our level, to learn and to fulfill ourselves fully. A true competitor sees his opponent as a partner who pushes him to improve.

			At the end of a tennis match, there is invariably a winner and a loser. But when two competitors have pushed each other to deliver their best, the two players who leave the court are real winners.

			I remember a match at the World Team Championships in Florida in 2019. Our team, Canada, was facing India and I was playing against the number one player of the opposing team: Jagdish Tanwar. I lost the match, 6-7, 5-7. I was disappointed to have lost, but I was happy with my performance, because I had played one of my best matches in a long time. Above all, I had the distinct impression that Jagdish had forced me to play an inspired match and to adopt a much more aggressive style of play than usual. He pushed me to get out of my comfort zone and improve myself.

			However, the competition reveals a paradox.

			If you want to win too much, the level of performance decreases. The player who thinks only of winning reduces his chances of having an inspired performance… which reduces his chances of winning. He should focus on the process, on the experience of the competition, to hope to benefit from the competition and thus enhance his chances of winning. “Winning isn’t everything, but wanting to win is,” according to Vince Lombardi, the legendary coach of the NFL’s Green Bay Packers.

			Sports Strategy

			To maximize your chances of winning, you must exploit both your own strengths and the weaknesses of your opponents.

			Fabrice Santoro is a former tennis professional who enjoyed a 20-year career on the circuit. A French player, his best world ranking in singles was 17th, while in doubles he rose to 6th. I had the chance to compete against him in the semi-finals of the Les Petits As tournament in France when we were both 14 years old … long before he became a formidable player.

			During his long career, he has accumulated winnings of more than $10 million. However, Santoro does not impress physically. He is just 1.77 m (5 feet 10 inches) tall, and his style of play is very unorthodox: he is one of the few players to hit both backhand and forehand with two hands. The strangest thing is that he has no apparent weapon, neither his serve nor his forehand or backhand are very powerful.

			So how do you explain that Santoro had such a long and successful career? His intelligence.

			Santoro made a career out of destabilizing his opponents, hitting shots they weren’t used to: drop shots, slices, precision shots, when the tennis of his time was all about power and topspin. He also knew how to exploit his opponents’ weaknesses and get them to play a style that made them uncomfortable. For what he lacked– powerful shots – Santoro substituted finesse, intelligence, sense of the game and strategy.

			It’s important to play your own style of play. As Josh Waitzkin wrote in The Art of Learning, “One of the most critical strengths of a superior competitor in any discipline—whether we are speaking about sports, business negotiations, or even presidential debates—is the ability to dictate the tone of the battle.”

			If you’re playing against a very powerful opponent who likes to attack, you’ll have a better chance of defeating him by forcing him to play a more passive style. On the other hand, if you are up against a player who likes to get all balls back without taking risks, perhaps you should force him to take the net or take the net yourself as often as possible. The idea is to bring one’s opponent to where he is least comfortable while playing a style of play that suits us.

			Isn’t such an approach precisely what is recommended in our strategy courses at university? For example, we hear about the importance of differentiation in business: “Make sure you have a unique product or service offering that stands out from the competition.” To succeed in business, you have to stand out, whether through the product or service offered, or the way you produce or distribute it. Identify a gap in an existing market (or, much more difficult, create a new market) and find a way to exploit it. In sporting terms: exploiting your opponent’s weakness while taking advantage of your own strengths.

			Even if the investment world does not give us the impression of being in competition with anyone, it is nevertheless the case when we face countless investors, some of whom have enormous resources, teams of analysts and inexhaustible sources of information. In fact, when you buy (or sell) a security, there is inevitably another investor who makes the opposite decision in order to make money or not to lose it. 

			Adjust Your Strategy

			“The definition of insanity is doing the same thing over and over and expecting different results.”

			-Albert Einstein

			A good tennis player enters the court with a game plan. After analyzing his opponent’s style of play, he establishes a way of playing that should increase his chances of winning the match. But sometimes the game plan we had put in place before the match does not work. No matter how well we apply it, our opponent seems to have a good day on the backhand or hits such a percentage of first serves that we can rarely take advantage of his weak second serve.

			That’s when we have to go to plan B. If we lost the first set 6-2 by applying plan A, we should go to plan B in the second set. This is what Einstein would have recommended to us!

			The parallel with investment is obvious. How often does an investor wonder about the lagging stock in his portfolio? Should he sell it and admit he was wrong (strategy change)? Or should he keep it because he considers that the company is going through a difficult period that should eventually be turned around (keep his strategy, but adjust its execution)? As for the tennis player, it is not always easy to see clearly, especially in the heat of the moment. But we are essentially talking about the same type of decision.

			An investor should remember that the investment process should be adaptive and flexible, not fixed, and mechanical.

			Know How to Say No

			With the years spent in the field of portfolio management, and more particularly in the search for securities in which we could invest, I have more or less become the specialist of NO!

			I would add that over time, we have become accustomed to refusing the invitations we receive from company executives and stock market brokers wishing to present us with potential investments. It may seem insensitive, but this decision has saved us precious time.

		

	
		
			CHAPTER 3

			Develop Your Own Method

			Since its development in 1988, the COTE 100 System has been the basis of all our investment decisions. It is worth briefly reviewing our stock selection process.

			Our starting point remains the COTE 100 System. It allows us to filter the entire North American stock market (and, for some time now, foreign securities listed on American stock exchanges) – some 5,000 companies. We focus on companies that obtain a COTE 100 rating of at least 60.0, which translates, year in, year out, into a list of more or less 200 securities.

			The next step is to take a brief look at each stock on this list, to see if the company is in an industry we understand well and if it has a favorable long-term growth track record. This eliminates almost 90% of the companies from the initial list, which typically leaves us with 20-30 companies worthy of further investigation and analysis.

			It is this part of the research that requires the most time and energy. Indeed, it can take several weeks, because we want to analyze all facets of a company, including its management team, its competitors, a more detailed analysis of the financial statements, etc. Finally, there will be at most one or two companies that we will really be interested in and in which we will consider investing. Most of the time, this whole process will end in our decision not to invest in any of them.
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			Think about it: in a good month, we could invest in a maximum of two new companies out of some 5,000 potential companies. This is an acceptance rate of 0.04%. In other words, we say “no” to 99.96% of the investment opportunities that come our way!

			Warren Buffett once said, “The difference between successful people and very successful people is that very successful people say “no” to almost everything.”

			Develop Your Own Personality

			Back to tennis. Great athletes all have unique personalities. And by personality, I don’t just refer to the way they behave, but also how they perform. In tennis, the personality of each great player is different.

			John McEnroe was impulsive, intuitive, and very aggressive, both in terms of his consistent attacking style of play and his abrasive personality. Ivan Lendl had a dominant and intimidating personality; his style of play was highly mechanically efficient and largely consisted of intimidating opponents with a powerful forehand and a fearsome serve. Bjorn Borg was the image of absolute calm and composure; his style of play was based on great consistency and exceptional physical ability. On the women’s side, in the 1970s and 1980s, I vividly remember the great rivalry between two great players: Chris Evert and Martina Navratilova. On one side, Evert, always calm, focused, and constant; on the other, Navratilova, fiery, powerful, and unpredictable.

			An investor must also develop his own identity, his personality. He must forge his investment philosophy, his way of investing, in accordance with his personality.

			A sports coach must also develop his own philosophy. Here’s what Pete Carroll, coach of the NFL’s Seattle Seahawks, wrote about it in his book Win Forever: “At some point, I realized, I was going to have to stop just collecting pieces [of other people’s philosophies] and develop a philosophy of my own... I collected all of the things that I believed were important in my life and in football and from that I derived the philosophy of Win Forever. What Win Forever means to me is aspiring to be the best you can be, or as I like to refer to it, “maximizing your potential”. But Winning Forever is not about the final score; it’s about competing and striving to be the best. If you are in this pursuit, then you’re already winning.”

			More importantly, Carroll quickly learned the importance of staying true to his ethos. “In order to be successful, you must have a consistent philosophy. If you change who you are from year to year, you’re never going to be great at anything.”

			More Than One Recipe for Success

			There are a multitude of methods to succeed in the stock market. Some investors have taken the “value” approach, looking for bargains among overlooked, forgotten, or shunned stocks. Others target high-growth companies. Some do a lot of transactions; others almost none. Some have set their sights on the smaller-cap companies, while others swear by the bigger blue chips.

			There are many roads that lead to Rome. The important thing is not so much the way of investing, but the consistency and rigor of the method.

			Whichever camp you have chosen, you should keep your investment method for the long term. There is no worse investor than one who constantly changes his method depending on the flavor of the day. My father calls them “weathervanes”.

			The analogy with tennis is very valid. A player will quickly adopt a style of play that matches his personality, whether that style is that of a retriever, an attacker or otherwise. In fact, there is no obvious recipe for success in tennis. Take a look at the top 10 players and you’ll notice that they all have their own style. Although they may make some adjustments depending on the conditions or their opponent, most will retain the style that has made them successful throughout their careers. It is the same for the stock market investor.

			Prepare Well

			Watching a televised tennis match featuring two professionals, you’d think their five-minute warm-up is their only pre-match preparation. This is misleading: their preparation begins hours before the first point, even a few days. Here’s how Brad Gilbert, an American player who reached No. 4 in the world in 1990 and had an outstanding career, describes his pregame preparation in his book Winning Ugly: “The night before a match I’ll be in my hotel room thinking about the next day’s competition. I’ll actually play points out in my mind. I can see myself making shots and winning points. I visualize points we’ve played in the past. I’ll see myself making specific shots against that player. It’s almost like watching a videotape of segments of a match. In the morning, I’ll continue the process.”

			But this mental preparation is only the beginning. The preparation process typically lasts a few hours and can include a warm-up session of almost an hour, followed by stretching, massage, mental and strategic preparation and finally, an activation session, before entering the court. The player must also ensure that he has prepared his equipment and has eaten well and consumed plenty of water several hours before his match.

			In addition, preparation implies that a player is ready for all eventualities. Pete Carroll says a coach needs to prepare a step-by-step approach that encompasses all possibilities.

			What is the relationship with investment? An investor should prepare for the ever-changing and unpredictable world of the stock market. In my opinion, he will do this by reading and learning about past events.

			How would you have experienced the key events of the stock market? The Great Depression of the 1930s, the very difficult years of the 1970s caused by the oil crisis, the crash of 1987, the bursting of the tech bubble in 2000, the terrorist attacks of 2001, the financial crisis of 2008-2009 and, more recently, the COVID-19 pandemic? An investor may not have experienced all of these milestones but may have learned about them by reading the many books and accounts that exist.

			The savvy investor knows that while the stock market has done very well historically, its journey has not been without frequent bumps. We will see this in detail later, but from 1928 to 2021, there have been 55 stock market corrections (on average, one every 1.7 years), 21 bear markets (declines of 20% or more; one every 4.5 years), 13 drops of 30% or more (one every 7.2 years) and three drops of 50% or more (one every 31 years).

			Today’s investor will inevitably experience more defining and traumatic moments in the years to come. He must mentally prepare for them and know how to react when they occur. 

			Prepare for the Worst

			As we have seen, stock market corrections are frequent. Although bear markets are less frequent, they are part of an investor’s life and often occur when least expected. Like the tennis player, the investor must at all times prepare for the worst-case scenario. Not that he should automatically expect the worst, but to know that a bear market can occur at any time.

			What steps should he take to prepare?

			First, he should make sure he never has to sell when the markets correct sharply. This implies not only that he will not invest on margin, but also that he will only invest the money that he will not need for a long time.

			Second, an investor should position himself to buy when the markets undergo strong corrections. In the past, our strategy was to keep the equivalent of a cash position in our portfolios, or around 4%. More recently, we made the decision to remain fully invested at all times, but keeping several defensive stocks in our portfolios, be it a utility, a grocer, a healthcare company, etc. Often these stocks correct significantly less than others in deep bear markets. I’ve even seen some stocks rise during the worst market shakeouts, as investors took refuge in particularly defensive stocks. These become potential sources of liquidity during stock market corrections.

			During the financial crisis of 2008-2009, this was the case with the Dollar Tree stock that we had held in our portfolios for several years. See how well the stock did during the financial crisis compared to the S&P 500 Index (the flagship U.S. index comprised of some 500 of the largest U.S. public companies).
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			We decided to sell our shares of Dollar Tree in 2009, not because we didn’t like the stock, but rather because its valuation had become noticeably less attractive compared to many other stocks.

			Third, I believe it is much easier to get through a crisis when you have invested in “value” securities and have carried out a serious evaluation of each of the companies in your portfolio. On the one hand, if you are invested in relatively inexpensive stocks when the market undergoes a strong correction, there is a good chance that they will fall much less than the market. On the other hand, if you are comfortable with the valuations you have made of your securities, you will be less nervous to see their prices fall in the stock market. On the contrary, you are likely to see these declines as opportunities to buy more of some of your most battered stocks.

			Fourth, you need a particularly strong stomach, which we will see in the part of the book on the psychology of investing. But we cannot know in advance how we will react to a sharp drop in the markets; the only way to find out is to experience one. However, I believe that an investor who prepares for this eventuality will be better able to weather it than one who is completely unprepared.

			Go Against the Tide

			I like Wayne Gretzky’s quote that “a good hockey player positions himself based on where the puck is. An exceptional player positions himself where the puck will go.” For the investor, this means having to look for opportunities among disadvantaged sectors and securities, neglected by the majority of investors, knowing that one day or another favor will return.

			Over the years, I believe I have honed this quality of going against the grain (my spouse would tell you that it is rather a fault!). I have developed a real aversion to what seems too popular and fashionable. On the other hand, I have a marked penchant for what is unique and, sometimes, a little eccentric. It may not be a quality in everyday life, but it serves me very well in my work. In fact, I believe that it is one of the greatest qualities of a good investor and certainly an essential reflex to obtain returns that stand out from those of the market as a whole.

			This ability to act differently also serves very well in business and sports. An often very effective rule in business is to go against the tide, or at the very least differently from your competitors. All web platforms offer an array of information (weather, news, stock quotes, etc.). This may be the reason why Google chose to stand out by offering a totally uncluttered web page. Ikea has distinguished itself by offering furniture at low prices that its customers must not only transport themselves, but also assemble.

			Perhaps it’s anecdotal, but I’ve noted over the years that many of the top investors prefer individual sports such as tennis, running, swimming, or golf. To my knowledge, few of them have played team sports such as hockey, soccer, or football. I don’t think that’s a coincidence, because I consider that any long-term “value” investor regularly finds himself isolated from others. In investing, I regularly experience the same feeling as when I am alone on a tennis court facing an opponent, with no one to advise me.

			Rational Optimism

			In hindsight, we see all the progress made by humanity during the last decades, even the last two or three hundred years. As Hans Rosling wrote in his book Factfulness: “Step-by-step, year-by-year, the world is improving. Not on every single measure every single year, but as a rule. Though the world faces huge challenges, we have made tremendous progress. This is the fact-based worldview.” And regarding the enrichment of the world’s population: “Combining middle- and high-income countries, that makes 91 percent of humanity, most of whom have integrated into the global market and made great progress toward decent lives… Barely 200 years ago, 85% of the world’s population still lived in extreme poverty.”

			The problem is that the progress of humanity is accomplished very slowly, year after year, without fanfare and without being felt, while setbacks come quickly and often set us back in a traumatic way.

			The COVID-19 pandemic is a good example. According to the Wall Street Journal, the average life expectancy of the American population decreased by 1.8 years in 2020, then by 0.9 years in 2021. According to the CDC (Centers for Disease Control and Prevention), the combined decrease of two years is the largest since the 1920s. It should be remembered, however, that the life expectancy of the average American has increased almost continuously over the past century. Also, according to the Wall Street Journal, the life expectancy of an average American at birth increased from 73.7 years in 1980 to 78.8 years in 2019, before falling to 76.1 years in 2021.

			The media does not show the steady progress recorded at almost all levels. An article reporting a sharp increase in the crime rate in downtown Chicago over the course of a year will make a lot more noise than an article that reports a 1% increase in the literacy rate. The Wall Street Journal article cited above probably would not have been published if the COVID-19 pandemic had not reduced the life expectancy of Americans (and the rest of the world’s population).

			In his book The Psychology of Money, Morgan Housel writes: “Progress happens too slowly to notice; setbacks happen too quickly to ignore.”

			Although it often feels like the sky is about to fall, it pays far more for an investor to adopt a positive attitude to the progress of the economy and the stock markets in the long-term. As Warren Buffet wrote in his 2021 letter to Berkshire Hathaway shareholders: “Periodic setbacks will occur, yes, but investors and managers are in a game that is heavily stacked in their favor... The risks of being out of the game are huge compared to the risks of being in it.”
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			Here is an editorial written by Warren Buffett in The 
New York Times from October 16, 2008, in the midst 
of the financial crisis of 2008-2009.

			Buy America. I Am.By Warren E. Buffett October 16, 2008Omaha

			The financial world is a mess, both in the United States and abroad. Its problems, moreover, have been leaking into the general economy, and the leaks are now turning into a gusher. In the near term, unemployment will rise, business activity will falter, and headlines will continue to be scary.

			 

			So... I’ve been buying American stocks. This is my personal account I’m talking about, in which I previously owned nothing but United States government bonds. (This description leaves aside my Berkshire Hathaway holdings, which are all committed to philanthropy.) If prices keep looking attractive, my non-Berkshire net worth will soon be 100 percent in United States equities.

			Why?

			A simple rule dictates my buying: Be fearful when others are greedy and be greedy when others are fearful. And most certainly, fear is now widespread, gripping even seasoned investors. To be sure, investors are right to be wary of highly leveraged entities or businesses in weak competitive positions. But fears regarding the long-term prosperity of the nation’s many sound companies make no sense. These businesses will indeed suffer earnings hiccups, as they always have. But most major companies will be setting new profit records 5, 10 and 20 years from now.

			Let me be clear on one point: I can’t predict the short-term movements of the stock market. I haven’t the faintest idea as to whether stocks will be higher or lower a month — or a year — from now. What is likely, however, is that the market will move higher, perhaps substantially so, well before either sentiment or the economy turns up. So, if you wait for the robins, spring will be over.

			A little history here: During the Depression, the Dow hit its low, 41, on July 8, 1932. Economic conditions, though, kept deteriorating until Franklin D. Roosevelt took office in March 1933. By that time, the market had already advanced 30 percent. Or think back to the early days of World War II when things were going badly for the United States in Europe and the Pacific. The market hit bottom in April 1942, well before Allied fortunes turned. Again, in the early 1980s, the time to buy stocks was when inflation raged, and the economy was in the tank. In short, bad news is an investor’s best friend. It lets you buy a slice of America’s future at a marked-down price.

			Over the long term, the stock market news will be good. In the 20th century, the United States endured two world wars and other traumatic and expensive military conflicts; the Depression; a dozen or so recessions and financial panics; oil shocks; a flu epidemic; and the resignation of a disgraced president. Yet the Dow rose from 66 to 11,497.

			You might think it would have been impossible for an investor to lose money during a century marked by such an extraordinary gain. But some investors did. The hapless ones bought stocks only when they felt comfort in doing so and then proceeded to sell when the headlines made them queasy.

			Today people who hold cash equivalents feel comfortable. They shouldn’t. They have opted for a terrible long-term asset, one that pays virtually nothing and is certain to depreciate. Indeed, the policies that the government will follow in its efforts to alleviate the current crisis will probably prove inflationary and therefore accelerate declines in the real value of cash accounts.

			Equities will almost certainly outperform cash over the next decade, probably by a substantial degree. Those investors who cling now to cash are betting they can efficiently time their move away from it later. In waiting for the comfort of good news, they are ignoring Wayne Gretzky’s advice: “I skate to where the puck is going to be, not to where it has been.”

			I don’t like to opine on the stock market, and again I emphasize that I have no idea what the market will do in the short term. Nevertheless, I’ll follow the lead of a restaurant that opened in an empty bank building and then advertised: “Put your mouth where your money was.” Today my money and my mouth both say equities.
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			I learned a lesson from this editorial by Mr. Buffett: it is costly to bet against the economy and the stock market over the long term. Here is what Howard Marks, an American investor and author, co-founder of the investment firm Oaktree Capital Management and co-chairman of its board of directors, said about the financial crisis of 2008-2009: “Will the financial system melt down or is this merely the greatest down cycle we’ve ever seen? My answer is simple: we have no choice but to assume that this isn’t the end, but just another cycle to take advantage of… Most of the time, the end of the world doesn’t happen.”

			In extreme situations such as the onset of the COVID-19 pandemic in 2020, I like to remind myself that it’s my job to invest and that if we’re all about to die, it won’t make a big difference that our stocks lose value!

		

	
		
			CHAPITRE 4

			Without Defense, the Attack is Worthless

			Control Your Schedule

			Despite his flaws, Novak Djokovic is a great tennis player.

			One of the things I noticed about Djokovic is that he completely controls the pace of a match. If he leads comfortably, you will notice that he plays quickly, for example, he bounces the ball four or five times before serving; but if the game is tight or he is losing, he will noticeably slow the pace of the game, he will bounce the ball eight to ten times, if not more, before serving. I find this way of doing things extreme, but it seems to serve Djokovic well.

			As an investor, do as Djokovic does: don’t be swayed by the hectic pace of stock markets, economic news, or the commentary of so-called experts. Make your decisions at your own pace. If you are unsure, take more time. Investing is not a race, or if it is, it is more like a marathon than a series of sprints.

			When faced with bad news about one of your companies, take a cue from tennis: take a detour to your towel, bounce the ball 10 times before serving. Take the time to reflect and assimilate the information well, to avoid making a hasty decision. As we will see later, at COTE 100, we have created an environment that allows us to dictate our own pace on the stock market! By being away from financial centers, we are free from distractions and more able to make our decisions when we are ready.

			Defense is More Important than Offense

			In tennis, as in hockey, the winners are often those who make the fewest mistakes. However, it seems to me that tennis is more of a “game of mistakes” than hockey or most other sports. Indeed, in other sports, the only way to score a goal or a point is to make a winning shot: a basket in basketball, a goal in hockey or a hit in baseball. In tennis, it is just as “profitable” for a player to hit a winner as it is to cause his opponent to make a mistake.

			Of course, a defensive style of play that is primarily focused on not making mistakes is not what most spectators enjoy the most. They prefer flamboyant players who attempt spectacular and unprecedented shots. Sometimes such players win, but most of the time, and in the long run, it will be the most consistent player who wins. In hockey, the “trap” strategy may be less exciting for fans, but it has proven time and time again to be dauntingly effective.

			In tennis, the most consistent player will win more often than the flamboyant player. It is more profitable to “play the percentages”, that is to say, to always try to hit the shot which has the greatest probability of remaining inside the lines of the court, than to try improbable shots. In tennis, you don’t win points for style.

			I consider that in the stock market and in investment, success is similar. In my experience, it is the down-to-earth businesses, the ones whose business is rather boring, but effective, that provide products or services that you can’t do without, regardless of the state of the economy, which create the most value for their long-term shareholders. Similarly, it is often the stocks that appreciate in a steady but unspectacular way that make long-term investors the most wealth. Indeed, “boring” industries attract less competition.

			Also, it is the investments that provide the greatest margin of safety that will pay the most in the long term, while significantly reducing the risk of error and loss. We will see later this extremely important concept.

			It is true that the newspapers will make their headlines with the companies that have achieved a “Grand Slam” by discovering a priceless gold mine, or by developing a miracle product to cure cancer. They will also make their headlines with stocks that have appreciated strongly over a short period.

			It is also true that it is much more exciting to invest in a security whose value will triple in the next six months. It makes for much better stories to tell your friends over a drink. But like the tennis player who enjoys a rapid and fleeting rise in the world rankings, the companies whose stock will explode in the short term are rather rare and will tend to be flashes in the pan. For every company stock that makes headlines because it appreciated 100% in a short time, there are hundreds of companies that enrich their shareholders year after year, away from media attention, by offering services or products that you and I need. Also, for every great stock market success, there are hundreds of companies that have failed and that we will never hear about.

			Don’t get me wrong, I do not wish to denigrate innovative companies. They are critical to the advancement of our society, and they are the ones who will find the solutions to the glaring problems it faces. My point of view is that of the investor who tries to minimize risk and who aims above all to achieve attractive long-term stock market returns.

			I see defense and offense in a different way. In fact, I believe that an investor should try to allocate as much time to each of these strategies: the defense consists in rigorously and regularly monitoring the stocks he already has in his portfolio, while the offense consists in doing research to unearth potential new investments among the thousands of companies in the stock market.

			There is another way to look at an investor’s defense and offense. In his book The Millionaire Next Door, author Thomas J. Stanley likens a person’s offense to their ability to earn a relatively high salary. For example, a medical specialist or a lawyer could generate annual incomes of $500,000 or more, placing him among the highest earners in America – he has an exceptional offense.
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